This paper investigates the effects of international diversification of banks on the value of their M&A advice. We study bidder returns to 1,253 cross-border M&A announcements. We find that acquirers engaging a more internationally diversified financial advisor generate lower excess returns. Acquirers benefit most from advisors with a greater focus on their home country. These results suggest that the benefits of advisors' international diversification related to greater economies of scale and scope and the flexibility of allocating deals to the most skilled employee do not outweigh the costs emanating from a lack of country-specific knowledge and greater conflicts of interest.
I. Introduction
Over the past few decades the number and importance of mergers and acquisitions (M&A) have dramatically increased due to the worldwide removal of entry restrictions in many industries and the growing significance of services in the economy (Hijzen et al. (2008) ). Investment bankers fulfill a crucial role in advising firms that engage in M&A transactions. 1 However, deregulation also reshaped the financial sector and caused an enormous international expansion by financial institutions during the same period. In this paper, we therefore examine the impact of the international diversification by banks on the value of their M&A advice provided in cross-border transactions.
International diversification in first instance is expected to positively influence the value of M&A advice, because of greater economies of scale and scope, and because of a bank's greater flexibility in the allocation of its resources. The main factors employed by a bank in "producing" M&A advice are its investment bankers, whose skills play an important role in the ultimate quality of the advice that is being given.
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These bankers could for instance have the optimal skills to allocate targets, certify the deal, or negotiate deal terms. More internationally diversified banks have a greater flexibility in assigning (cross-border) M&A deals to investment bankers with more target-or acquirer-country specific experience (or advisory skills). Therefore, the advice of these banks can add more value to cross-border M&A deals.
However, international diversification can also have negative implications for the value of M&A advice. First, internationally diversified banks might lack the country-specific knowledge and skills that more focused banks possess. Second, the coordination of activities and resources are more complex in more diversified banks, which can be especially problematic for banks due to its information-intensive character. Poor coordination of activities can result in inferior M&A advice. Third, conflicts of interest between banks and their clients can cause inferior M&A advice. Short-term-oriented fee contracts with clients and a bonus system that rewards individual bankers based on revenues provide incentives to maximize the number and the size of the transactions, 3 irrespective of the value creation in the deals (McLaughlin (1990) ; Rau (2000)). 4 Long-term reputation may put a limit on such short-term behavior (McLaughlin (1990) ). But since a more internationally diversified position is likely to reduce reputation concerns, we expect that, for internationally diversified banks, the short-term benefits of inferior M&A advice are more likely to outweigh its long-term reputation costs.
Given that the banks' international diversification can have both positive and negative effects on the value of M&A advice, we empirically assess its net effect by analyzing the bidder's stock price reaction to the deal announcement. The underlying rationale is that more (less) valuable advice from an advising bank should lead to higher (lower) announcement returns.
We use a comprehensive measure of international diversification of banks. In particular, we calculate an entropy measure of diversification, as introduced by Jacquemin and Berry (1979) and popularized by Palepu (1985) . The entropy measure determines the diversification of previously advised M&A deals, taking into account both the number of countries in which the bank was active and the distribution of shares among these countries. In our setting, a higher entropy value implies that advising banks are active in more countries and/or have smaller, more equal market shares in these countries.
We focus on bank advisors in cross-border deals, as the competitive advantage provided by international diversification should be more important for cross-border deals than for domestic deals, making any estimate of its cost more conservative. Our empirical analysis comprises 1,253
M&A transactions announced between 1997 and 2005. Our evidence suggests that the costs of banks' international diversification outweigh its benefits, as we find that international diversification negatively influences bidders' abnormal returns. This valuation effect is economically relevant; an increase in one standard deviation of the bank's entropy measure decreases the bidder's abnormal returns by 0.67 percentage points.
Additional analyses indicate that the negative effect of international diversification is robust.
First, more internationally diversified banks are likely to have a greater global market share.
Since previous studies show that an advisor's market share negatively influences a bidder's abnormal returns (Rau (2000) ; Hunter and Jagtiani (2003) ), the negative impact of our entropy measure may be an artifact of the bank's global market share. However, controlling for global market share does not change our results. Our results also remain robust when controlling for acquirers' global diversification and advisors' industry diversification.
Second, since our results indicate that more focused banks provide higher valued advice and target-and acquirer-country characteristics influence advisor choice, one would expect that specialization in the target or acquirer country leads to higher returns. We find that advisors' 4 focus on the target-and acquirer-nation positively influences bidders' abnormal returns, but the target-nation effect disappears after controlling for the choice of the advisor's target-nation focus.
We further show that the target-nation or acquirer-nation focus effects do not explain the overall bank diversification effect.
Third, we control for the endogenous case in which the possible valuation effects influence the bidders' advisor choice. We show that acquirers select more globally diversified banks in deals that are large in absolute magnitude. Because the acquirers in these deals are large firms, we also find that the deals are small relative to the acquirer. Several country characteristics, such as investor protection and the local availability of experienced advisors, influence the bidders' decision on global diversification as well. A two-stage-least-squares regression leaves our finding of a negative net effect of global diversification on bidder returns unaffected. In sum, our study documents the relevance of the international footprint of the bank for the net value effect on the bidder's stock of the deal it advises.
Our study brings together two important strands of the literature. First, our paper fits within the literature on the geographic diversification in the banking industry. Evidence on the value of geographically diversified banks is mixed. Some studies show a positive relation between geographic diversification and bank value (e.g., Eisenbeis et al. (1984) ; Deng and Elyasiani (2008) ), while other studies show a negative relation (e.g., DeLong (2001); Amihud et al. (2002) ). Instead of investigating the impact of international diversification on bank value, we examine how it affects the value of their M&A advice. The banks' lower valued advice as associated with international diversification can be a potential source for their lower bank value.
The current financial crisis illuminates the importance of the strategy and operations of large banks for the global economy. Their off-balance sheet activities and the conflicts of interests 5 embedded there have raised particular concerns. Our results justify the increased attention for banks' roles in advising M&As.
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Our paper also relates to the existing literature on the role of financial advisors with M&A deals. Servaes and Zenner (1996) identify three functions investment banks fulfill. 6 As advisors they reduce transaction costs, informational asymmetries between bidders and targets, and contracting costs. In addition, Allen et al. (2004) highlight the certification role of advisors.
According to McLaughlin (1990) , a conflict of interest between advisors and its client could arise from the fee structure in their contracts. Yet, the advisors' concerns about their reputation could partially mitigate this conflict. Empirical research indicates that advisors' characteristics in general and reputation in particular influence acquirer returns (e.g., Bowers and Miller (1990) ; Servaes and Zenner (1996) ; Rau (2000); Kale et al. (2003) ; Bao and Edmans (2009); Kisgen et al. (2009) ). We extend this literature by analyzing a potentially overlooked source for the impact of advisors on bidder returns, i.e., their international diversification. A horse race between bank international diversification and market share (as a proxy for reputation) indicates that it is mostly diversification that explains returns.
The rest of the paper is organized as follows. Section II describes the data and defines advisor characteristics. Section III assesses their impact on acquirer valuation. Section IV models the choice of advisor for key deal, target, acquirer and nation characteristics and estimates a twostage-least-squares regression for bidder returns. Section V provides additional robustness. We conclude in Section VI.
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II. Data on M&A transactions, advisor diversification, and control variables
We first describe the data and our sample of M&A transactions. We then define global diversification and our set of bank advisors. Finally, we describe the bidder returns and control variables. Appendix 1 contains an overview of all variables in this paper.
A. Data and sample
From the Securities Data Corporation (SDC) database we collect all cross-border deals (1) in which acquirers engage an advisor, (2) that are announced between January 1 st , 1997 and December 31 st , 2005, (3) that are larger than $ 10 million, (4) in which at least 50% of the shares were acquired, and (5) that resulted in a 95% or more ownership (by the acquirer) after acquisition. 2,218 deals satisfy these criteria. Table 1 provides an overview of the sample composition.
[ Table 1 around here]
In 300 deals the acquirer is not listed, in 246 deals the acquirer or target is a financial firm (i.e., the primary SIC is between 6000 and 6999), and in 45 cases the designation of the acquirer is unclear (as the relative size of the acquisition versus the acquirer is larger than or equal to one).
In 279 of the remaining 1,627 deals, acquirers hire more than one advisor. 7 We loose a further 95 observations because of data availability and reliability (i.e., we trim the one and ninety-nine percentile cumulative abnormal returns; more on excess stock return calculations in the next 7 section). We are left with 1,253 fully and reliably documented deals in which listed non-financial acquirers choose one advisor.
We document 298 different acquirer-/target-nation combinations in total. Table 2 reports the twenty most important target and acquirer nations, but we observe at least one acquisition in 32 other target nations and 18 other acquirer nations in the sample. Most observations (18%) in our sample deals are between firms from the US and the UK.
[ ). We first define advisor country share as the ratio of the number of deals that the bank advised in nation c during the year prior to the cross-border acquisition announcement year and the total number of deals that the bank advised during the same period. We then define the international diversification of an advisor to equal the sum of advisor country share times the natural logarithm of one over advisor country share across all nations in which the advisor operates. ) equals:
This measure is similar to the entropy measure of diversification defined in Jaquemin and Berry (1979) and Palepu (1985) .
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This entropy measure accounts comprehensively for both the number of countries as well as the share of deals in each country. For example, the diversification of an advisor equally present in two countries, i.e., with a 50/50 split, equals ln (2) = 0.69, while a 90/10 split halves the measure to 0.32. Diversification of an advisor equally present in three countries almost doubles the measure to ln(3) = 1.09.
For our calculations we downloaded all completed deals from SDC. Only completed deals are relevant when calculating the international diversification of the advisor, as from the acquirers' perspective it is the set of completed deals rather than the withdrawn ones that matter most when selecting a specific degree of diversification in an advisor.
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As in Rau (2000) advisors receive full credit only for deals in which they provide services to the acquirer and not to the target. Advisors also receive full credit for deals in which acquirers engage multiple advisors. We further base our international diversification measure on the advisors' ultimate parents. To avoid misclassification, we account for all mergers and acquisitions among advising banks during our sample period.
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9 As is common in the economic and strategic management literature we use a logarithmic function, entropy, as our measure of concentration/diversification. The entropy is decomposable so that it gives a natural way to measure concentration. The Herfindahl index which is popular in measuring market concentration is actually an approximation to the entropy (Booth and Booth (2009) We define an advisor's target-nation (acquirer-nation) focus as the ratio of the number of advised deals that take place in the target nation (acquirer nation) and the total number of advised deals during two years prior to the year of the cross-border M&A announcement. be the natural logarithm of one plus the number of SIC codes of the industries in which the target operates. The average (median) target is operating in 2 (2) different industries.
We define the acquirer's Tobin's q as the acquirer's market value of total assets over its book value of total assets, where the market value of total assets equals the book value of total assets plus market value of equity minus book value of equity. The Tobin's q averages 2.56. The acquirer's free cash flow to assets ratio is defined as EBITDA scaled by the market value of total assets. The average ratio equals 0.43 percentage points.
III. Acquirers' stock price reactions
A. The impact of advisor diversification
The main objective of this paper is to investigate the influence of advisor diversification on acquirer returns. Table 4 reports the estimated coefficients and statistical significance levels from ordinary least squares regressions of the CARs in percent around cross-border deal announcements. Advisor international diversification is featured as the main independent variable in four models.
[ Table 4 around here]
The independent variables in Model I are international diversification and dummies for year, industry (one digit SIC) and country (we include dummies for the top ten target and top ten acquirer countries only). We also add deal, target, and acquirer characteristics. As in Moeller and
Schlingemann (2005) we include stock payment, tender offer, related acquisition, and complex 13 deal dummies, relative transaction size, a target-is-listed dummy, acquirer Tobin's q, and acquirer free cash flow to assets. With the addition of the acquirers' Tobin's q and free cash flows we control for the situation in which the bidder is responsible for the abnormal returns around the deal announcement, which is the case when bidders engage an advisor only for executing the deal, either because the bidder has its own skills to identify good deals or because of empirebuilding tendencies (Bao and Edmans (2009) ). We also include ln(1 + Number of SIC codes of target) and a target-hires-advisor dummy.
We find that the coefficient on diversification is negative, statistically significant (at the one 
In line with Servaes and Zenner (1996) and Kale et al. (2003), we find that acquirers are more likely to engage an advisor when they buy a larger firm and when they have less acquisition experience. In addition, we find that the likelihood of engaging advisors increases when the target engages an advisor or when the target is listed. We add the Inverse Mills Ratio derived from this selection model to Model II in Table 4 and show that its coefficient is not 15 significant. In addition, international diversification retains its significantly negative effect on the acquirer's abnormal returns.
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Model III provides the estimates of the same regression as Model II, but for half-year abnormal returns. Consistent with the short-term abnormal returns, we find that international diversification negatively influences half-year returns. With a p-value of 11.6%, the coefficient is close to significance. Furthermore, several other factors significantly impact bidder value over the longer term. As in Loughran and Vijh (1997) and Rau and Vermaelen (1998), we find that acquirers that complete tender offers generate higher abnormal returns, while stock acquirers generate lower returns. Consistent with the results of Rau and Vermaelen (1998) and Bao and Edmans (2009) , the acquirer's Tobin's q negatively influences its half-year abnormal returns.
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As Moeller and Schlingemann (2005), we find that deals with listed targets and more complex deals negatively influence abnormal returns. Finally, we find that acquiring more diversified targets positively influences the acquirer's half-year returns, which is consistent with the findings of Kale et al. (2003) on short-term acquirer returns.
Because previous empirical studies find a negative impact of an acquirer advisor's market share on the acquirer's abnormal returns (e.g., Rau (2000); Bao and Edmans (2009) ), an alternative explanation for our findings is that the negative effect of a bank's global diversification is an artifact of the negative influence of a bank's global market share. Models IV and V consider this issue for three-day abnormal returns. In Model IV, we add a dummy for advisors that belong to the global top five advisors, while we exclude international 16 diversification. In Model V, we add both the global top five dummy and international diversification.
The results indicate that a global top tier advisor negatively affects a bidder's abnormal
returns, yet this result is not robust, as the addition of international diversification makes the global top tier dummy insignificant. As international diversification remains significant and negative even with the inclusion of a global top tier dummy, this result demonstrates that diversification rather than an advisor's market share negatively affects bidder returns. In unreported analyses, we find that these results remain similar when controlling for the selection of advisors as examined by means of the Heckman (1979) procedure (results are available on request).
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B. The effect of target-nation and acquirer nation focus So far, we have shown that advisors affect deal value. Acquirers that select advisors that are geographically concentrated benefit most. A question that follows from this result is from which type of concentration acquirers benefit most. Since the benefit of geographical concentration is the advisor's country-specific skills and knowledge, we expect a focus on the target or acquirer country to have a positive impact on the acquirer's returns. This line of reasoning corroborates the results of Benou et al. (2007) , who find that top tier advisors active in the region of foreign high-tech targets positively influence acquirers' announcement returns. 17 In our analyses, we did not distinguish between different types of banks though it is not impossible that because of lending and other cross-selling commercial banks for example may have additional information about targets or acquiresr. In unreported analyses, we classify banks as commercial banks, investment banks, or miscellaneous. We introduce dummy variables for each of these three bank groups. We estimate three regressions based on Model I of Table 4 , where we add a bank group dummy and an interaction term between this bank group dummy and international diversification. These regressions do not result in significant interaction coefficients, while the effect of international diversification remains unaltered. It should be noted that the investment bank dummy yields a coefficient of -0.007, which is significant at the 10% level. Table 5 reports the estimated coefficients from regressions of the bidder CARs in percent around cross-border deal announcements. We include the same variables as in the regressions in Table 4 , except for advisors' international diversification which we replace by advisors' country focus. Models I and II document target-nation focus and acquirer-nation focus separately, while
Model III documents target-nation and acquirer-nation focus simultaneously. By including both types of focus simultaneously, the coefficients represent the impact of target-or acquirer-nation focus relative to third-nation focus, i.e., the percentage of deals the bank advised in countries other than the target or acquirer nation. Models IV and V control for the decision of firms whether or not to engage an advisor by means of the same Heckman (1979) procedure as in Table 4 .
[ Table 5 around here]
In line with our expectations, the results indicate that both target-and acquirer-nation focus Because international diversification is negatively correlated with target-nation and acquirernation focus, our negative international diversification coefficient in Table 4 might be an artifact of target-nation and acquirer-nation focus. To separate those two effects, we orthogonalize international diversification on target-nation and acquirer-nation focus and add the orthogonalized value to Model V. We show that international diversification retains its negative impact on deal value after excluding the effects of target-and acquirer-nation focus. Targetnation focus is no longer significant.
In sum, our findings indicate that the costs of diversified international experience exceed its benefits, resulting in a negative net effect for the value of M&A advice. Thus, greater geographical focus seems to benefit the value of M&A advice. One type of geographical focus that is beneficial for the bidder's returns when doing a cross-border deal is an advisor's greater focus on the acquirer nation, potentially because top management and shareholders that are mostly based there will be better serviced.
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IV. Endogenous advisor selection
In our analysis we assume that the choice of advisor diversification is exogenous. In this section we explicitly model advisor choice and allow for the possibility that the (expected) valuation effects determine diversification choice. We instrument diversification with a set of variables and perform two-stage-least-squares (2SLS) regressions on bidder returns. 18 In addition to our abnormal returns analyses, we investigate another dimension of deal performance, which is the deal completion time (i.e., the number of days between the deal announcement date and the deal completion date). Hunter and Jagtiani (2003) suggest that a shorter time to complete a deal may be a reflection of greater advisor effort. They empirically show that top-tier advisors are faster to complete deals, while proxies for deal complexity increase deal completion time. Bao and Edmans (2009) and Ertugrul and Krishnan (2009) find that investment banks and particular individual investment bankers are associated with faster deal completion time. In addition, those banks or bankers that need less time to complete deals also tend to generate higher abnormal returns, suggesting that investment banks and bankers possess skills along different dimensions. To investigate whether an advisor's international diversification influences deal completion time, we estimate the same regression as Regression I from Table 4 , but replace abnormal returns with deal completion time (excluding its extreme one percentiles. Results are available on request). We find a positive international diversification coefficient of 6.57, which is significant at the one percent level. When controlling for advisor selection by means of the same Heckman (1979) procedure as Regression II from Table 4 , the international diversification coefficient drops to 3.34 and becomes less significant (p-value equals 0.123). In sum, not only do internationally diversified banks negatively influence acquirers' abnormal returns; they also need more time to complete deals.
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A. Determinants of advisor selection 1. Deal, target, and acquirer characteristics Given the importance of advisor characteristics for the valuation of the acquirer when announcing an M&A deal, we study its determinants in this section. We relate advisor diversification choice to their functions as described by Servaes and Zenner (1996) . Our empirical model relies on deal, target, and acquirer characteristics, and also accounts for target-, acquirer-, and bilateral-nation characteristics that can be naturally linked to the choice of global diversification of the advisor. Appendix 1 provides an overview of the definitions of all variables.
In Table 6 we provide the summary statistics for all variables that are not included in Table 3 .
Apart from motivating all variables, we will mainly describe the statistics of the acquirer experience and country-related variables.
[ Table 6 around here]
A firm can reduce its transaction costs by hiring an advisor that identifies potential targets, values them, and creates bids at a lower cost (Servaes and Zenner (1996) ). We expect that transaction costs not only drive acquirers' decision to hire an advisor, but also influence their choice of advisor diversification. To account for transaction costs, we include absolute and relative target size and dummies for deal complexity, for deals in which the target engages an advisor, for deals with a stock payment, and for deals that require regulatory approval.
19 Servaes and Zenner (1996) argue that acquirers typically face higher transaction costs in the acquisition of larger firms, which tend to be more difficult to value due to their complex structure. Additional levels of complexity are deals with more bidders for the same target as well as deals with opposing targets. Acquirers may even face opposition and/or tougher negotiations when the target hires an advisor to thwart any deal or to assist it with the negotiation (e.g., Ma (2007)). Furthermore, including stock requires special expertise in designing the payment Information asymmetry between acquirers and targets is also a principal hurdle to any transaction (Servaes and Zenner (1996) ). It might be larger for unrelated acquisitions and for acquisitions of more diversified targets. We also account for the public listing status of the target.
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We expect the acquirer's acquisition experience to influence their choice for advisor diversification. We account for three types of acquisition experience. First, because more acquisitions may make it optimal for the acquirer to bear the fixed cost to set up an internal group dealing with M&As (Servaes and Zenner (1996)), we account for the number of acquisitions that the bidder has accomplished in the past. The average (median) acquirer managed around 13 (6) such deals. Second, experience in the target nation can make countryspecific skills less valuable for the acquirer. In our sample, 36% of the acquirers had experience in the target nation. Third, cross-border acquisition experience might determine how much the acquirer prizes global and/or country experience. On average, 36% of the acquirers' previous acquisitions were cross-border acquisitions.
2. Target-, acquirer-, and bilateral-nation characteristics Next, we include six characteristics of both the target and the acquirer nation. The degree of competition among advisors in the target and acquirer nation may determine the choice of advisor diversification. Two proxies for competition are the number of advisors active in the country and the advisor Herfindahl index. There are on average (median) 112 (77) advisors package and in possibly issuing new shares (Servaes and Zenner (1996) ). Especially with cross-border acquisitions, stockholders might be reluctant to receive foreign stock (Rossi and Volpin (2004)). Finally, when acquirers need regulatory approval, advisors with more experience in dealing with the regulator can provide this service at a lower cost than the acquirer itself. 20 The public listing of the target may reduce information asymmetries as more information on firm value is publicly available. However, knowing how to deal with the target's shareholders and the listing regulations may be of first order importance in accomplishing the deal, hence increasing the need for a knowledgeable advisor.
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competing in target nations and 117 (63) advisors operating in acquirer nations.
The mean
Herfindahl index equals 0.07 in target nations and 0.06 in acquirer nations.
The third characteristic is openness, which can also be a characteristic that is relevant for advisor diversification choice. Although the acquirer may not be able to rely on an advisor from a closed acquirer or target nation, country-specific skills become more important in such nations when planning a cross-border acquisition. In our sample, the mean country's import and export accounts for around 60% of the country's GDP.
The sophistication of the financial markets in the target nation can simplify the valuation of the target, reducing the need for target-nation specific knowledge. On the other hand, sophisticated financial markets in the target or acquirer nation may allow only higher quality financial advisors to thrive there, enhancing the attractiveness of an advisor from that nation.
Given that the financial sophistication index ranges from 0 (lowest) to 7 (highest), the mean financial sophistication in the target nation equals 6.1, in the acquirer nation 6.2.
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Investor protection in both the target and acquirer nation also matters (Rossi and Volpin (2004)). We expect that stricter investor protection in the target nation makes a concierge from the target nation more useful, while stricter investor protection in the acquirer nation may make an advisor from the acquirer nation more appealing. With an index range between zero (no 21 To maintain consistency the statistics for the nation characteristics are also calculated per deal. Many deals take place either in the US or the UK giving these nations' characteristics larger weights. The average number of advisors in the other acquirer and target countries equals 33 and 24 over the sample period. 22 We derive all the variables from the Global Competitiveness Report 2005, because the versions of earlier years up to the beginning of our sample period provide the scores of fewer countries or do not provide these scores at all. For instance, we do not have the financial sophistication scores for 1997. protection) and ten (full protection), the mean investor protection in the target nation equals 6.9, in the acquirer nation 7.0.
Formalism in a country's legal system can make regulation more specific, but also more elaborate, protracted, inconsistent and even unfair in its judicial procedures and decisions (Djankov et al. (2003) ). We argue that acquirers' need for an advisor's country-specific skills increases with the degree of formalism of the involved countries. The formalism index as documented in Table 6 ranges between zero and seven, where a low value indicates a lower degree of formalism. Mean formalism in the target nation equals 6.9, in the acquirer nation 7.0.
Finally, we include the logarithm of GDP per capita of both the target and acquirer nations as controls. Mean GDP per capita in purchasing power parity adjusted U.S. dollars is 28,374 and 29,743 in target and acquirer nations respectively.
In addition to the characteristics of the target and the acquirer nation, we also include a set of variables that we label "bilateral" as they measure differences between characteristics of the target and acquirer nation. First, a greater distance possibly makes the engagement of a more geographically diversified advisor more of a necessity. The mean distance between target and acquirer nations is 5,000 km. Second, if the legal origin of the target and acquirer nation (à la La Porta et al. (1997))) differs, an advisor familiar with the target nation may be more valuable. In 50% of the deals, the target and acquirer nation have the same legal origin.
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Third, cultural distance between the two countries can play a comparable role in that acquirers might search for advisors with experience in the cultures of both countries involved. Finally, the need for a more diversified advisor might be greater for deals where the target and acquirer nation do not share the same language. In 50% of the deals, target and acquirer nation have the same language.
B. Results (Column 2) for a specification in which the dependent variable is the international diversification of the advisor. We assess the effects of a change of two standard deviations in the continuous independent variables and a change of one unit in dummy independent variables. International diversification starts at zero. We report ordinary least squares estimates to simplify the economic relevancy assessment, but results are virtually unaffected if we estimate a tobit model. Models II and III replace international diversification with either target-nation or acquirer-nation focus.
Advisor choice
[ Table 7 around here]
The results in Panel A show that acquirers tend to select internationally diversified advisors if the value of the transaction is larger. The effect is also economically relevant. For a two standard deviation increase in ln(Value transaction) the increase in international diversification is 34.5%
(remember that the mean of the global diversification measure equals 168%). On the other hand, the acquisition of a relatively large target impels an acquirer to select an advisor that is less internationally diversified. Model III suggests that firms acquiring relatively large targets tend to engage advisors with greater acquirer-nation focus.
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Transactions involving stock payment result in the choice of advisors with less international diversification, but with greater specialization in the acquirer nation. A stock payment presumably requires more expertise in the stock market of the acquirer nation to manage the payment successfully. The results further indicate that acquirers engage advisors specialized in the target nation when the target engages an advisor or is listed, confirming that knowing how to deal with the target's shareholders, listing regulations and dispersed ownership may require local expert advice.
Target-and acquirer-nation characteristics play a role in determining the choice of advisor.
The number of advisors in both nations positively affects the degree of international diversification of the selected advisor (though the coefficient for the target nation is only marginally significant, its economic relevancy is sizeable). So does the advisor market concentration in the acquirer nation.
Globally diversified advisors come from more segmented markets and the higher the number of advisors in a market the more likely it seems that bidders select advisors that are globally diversified. At the same time, acquirers select advisors specialized in the target nation (acquirer nation) when the number of advisors in the target nation (acquirer nation) is greater and the target nation (acquirer nation) knows less competition among advisors. The choice for target-nation or acquirer-nation focus may be the result of a preference for a strong market position of a few possible advisors.
The results further suggest that acquirers tend to engage advisors with a greater focus on the target nation (acquirer nation), when the target nation (acquirer nation) has a less open economy.
Furthermore, deals involving countries with more financial sophistication and investor protection 25 seem to require more domestically focused advisors. We can clarify this relation by means of Models II and III, suggesting that stricter investor protection in the target or acquirer nation induces acquirers to select advisors that specialize in the target or acquirer nation, respectively.
Formalism and economic development in the acquirer nation, but not in the target nation influence advisor choice. In particular, acquirers from countries that are economically less developed and feature greater formalism tend to engage more domestically focused advisors, with a specific focus on the acquirer nation. From the bilateral country characteristics, only cultural distance between the target and acquirer nation significantly influences advisor choice.
Acquirers tend to engage advisors that specialize in the target nation when the cultural distance between the two countries is greatest.
Bidder returns
In Panel B we present the two-stage-least-squares regressions that account for the possibility that the (expected) valuation effects determine the advisor choices of acquirer. In Model I the effect of international diversification is consistently negative and significant. Our results do not only remain robust when controlling for this selection procedure, the negative impact of diversification becomes even more negative.
In Model II we account for the possibility that valuation effects determine the acquirer's decision on target-or acquirer-nation focus. It should be noted that the impact of target-nation focus on bidder's returns is only significant relative to third-nation focus, yet looses its significance after addressing its endogeneity by means of instrumentation. Acquirer-nation focus, on the other hand, does not lose its significance.
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V. Robustness analyses
In this section we investigate the effect of the international diversification of the bidders, advisor industry diversification and multiple advisor deals on our results.
A. International diversification of the bidders
Moeller and Schlingemann (2005) show that increases in acquirers' international diversification negatively influence acquirer returns. Their result suggests that our negative advisors' international diversification effect might be an artifact of the increase in international diversification of the acquirers themselves. We test this issue by interacting the advisor's international diversification with a proxy for the marginal increase in the acquirer's international diversification. Our proxy is a dummy that equals one for acquirers that have acquisition experience in the target country in the ten years prior to their cross-border acquisition announcement and zero otherwise. The acquirer's international diversification is more likely to increase for firms without such experience. We use the same control variables as Model I in Table 4 .
Our (untabulated) results suggest that the first order effect is the advisor's international diversification. The coefficient for international diversification remains significantly negative (coefficient equals -1.00%, p-value equals 0.001), while the coefficients for target-country experience and the interaction are not significant (coefficients equal -0.92% and 0.34% and pvalues equal 0.406 and 0.554, respectively).
B. Advisors' industry diversification
Next to advisors' international diversification, acquirers can also regard an advisor's industry diversification or specialization as important. For instance, industry-specific knowledge of banks can enhance the quality of deal valuations and negotiations. In addition, these banks might have more extensive networks, which can help them in locating potential targets, also internationally.
Since international and industry diversification are likely to be correlated, we examine whether our international diversification effect remains robust when controlling for industry diversification. We calculate industry diversification the same way as our international diversification proxy, but based on the shares of industries that the bank advised (on a three-digit SIC code) instead of countries. In line with our expectations, we find that international and industry diversification are highly correlated (correlation coefficient equals 0.71).
We estimate two regressions, both regressions with the same control variables as Model I in Table 4 (results are untabulated and available on request). In the first regression, we replace international diversification with industry diversification. The coefficient is significantly negative (coefficient equals -0.74%, p-value equals 0.001), suggesting that advisors with a greater industry focus generate the higher acquirer returns. In the second regression, we run a horse race between international and industry diversification. We find that international diversification remains significantly negative (coefficient equals -0.68%, p-value equals 0.09), while industry diversification loses its significance (coefficient equals -0.29%, p-value equals 0.387). These results also hold when using deal values for the calculation of international and industry diversification.
C. Multiple advisors
Since there is no unique way to combine the measure for international diversification for multiple advisors, our basic analysis does not include deals in which firms hire multiple advisors.
Deals where firms engage multiple advisors are typically more complex and may therefore require a selection procedure that is different from that of hiring a single advisor. We check 28 whether these deals significantly influence our results in two ways: first, by adding 240 deals with multiple advisors to our 1,253 observations of our basic regression (i.e., Model I of We simply average the international diversification proxy and the two focus proxies of all advisors involved in the deal.
When adding the multiple-advisor deals to our original sample, we find that the coefficient measuring the impact of international diversification on bidders' abnormal returns remains significantly negative (coefficient equals -0.8% with a p-value of 0.001). Although the international diversification coefficient loses its significance in the regression with only the subsample of 240 multiple-advisor deals, the size of the coefficient is unaffected (coefficient equals -0.8%, p-value equals 0.276). Acquirer-nation focus remains positive, but loses its significance both for the full sample and the multiple-advisor sample (coefficient equals 0.9%
with p-value equals 0.224; coefficient equals -1.1% with p-value equals 0.706, respectively).
VI. Conclusion
In this paper, we examine 1,253 cross-border acquisitions in the period 1997 to 2005 to get a better understanding of how the international orientation of banks influences the value of their services. In particular, we examine the impact of a bank's international diversification in their M&A advice on a bidder's announcement returns. We show that the net effect of greater global orientation on returns is negative. This finding suggests that more diversified banks lack the country-specific knowledge and skills that a focused bank possesses to give good M&A advice. 25 Our original sample consists of 279 deals with multiple advisors. We drop 38 deals due to data availability and one deal because the abnormal returns are outside the one percentile thresholds of the one advisor deals. Of the 240 deals, 198 deals are with two advisors, 32 deals with three advisors, eight deals with four advisors, and two deals with five advisors.
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Accordingly, additional evidence suggests that the value of M&A advice improves with advisors' focus on the acquirer nation. The inferior advice of more internationally diversified banks can also be caused by greater conflicts of interest between the bank and its client due to smaller reputation concerns.
Because of the additional complexity of dealing with foreign, economic and regulatory practices and conditions in cross-border deals, we examine the selection of advisors. We find that acquirers will select internationally diversified advisors for deals that are large in absolute but small in relative size, and when nations are less financially sophisticated, less economically developed and when investors are less protected. Since possible valuation effects may influence bidders' advisor choices, we control for this situation and find that global diversification retains its negative effect on the acquirer's stock.
Number of Deals Total number of cross-border deals in which acquirers engage an advisor: 2,218 > $ 10 million, 50% acquired shares, 95% ownership after acquisition Acquirer is not listed 300 -Acquirer or target is financial firm (i.e., primary SIC 6000-6999) 246 -The designation of the acquirer is unclear (relative size of acquisition is larger than or equal to one) 45 -Acquirer hires more than one advisor 279 -Data availability 95 -Total number of observations in the analysis 1,253 This table lists the total number of cross-border deals of at least $10 million in which 50% of the shares are acquired to obtain at least 95% ownership after the acquisition. The table further lists the number of acquirers that are not listed, the number of deals involving financial firms, the number of deals for which the designation of the acquirer is unclear, the number of deals in which the acquirer engages more than one advisor, and the resulting number of deals that we analyze.
TABLE 2. TARGET AND ACQUIRER COUNTRIES
This table lists the twenty target countries with the highest number of cross-border deals and the number of deals originating from each of these countries. Other target countries include (number of deals between brackets): Korea (11), Singapore (10), India (9), Hong Kong (8), South Africa (7), Japan (6), Austria (5), Chile (5), Mexico (5), Argentina (4), Indonesia (4), Poland (4), Russian Federation (4), Taiwan (4), Bermuda (2), Czech Republic (2), Luxembourg (2), Malaysia (2), Philippines (2), Puerto Rico (2), Venezuela (2), Colombia (1), Ecuador (1), Ghana (1), Greece (1), Guernsey (1), Iceland (1), Mauritania (1), Pakistan (1), Thailand (1), Bangladesh (1), Sri Lanka (1). (1979) procedure. In all models except Model III, the dependent variable is the three-day cumulative abnormal return on acquirers' stocks in percent around cross-border deal announcements, CAR(-1,1). The dependent variable in model III is the half-year cumulative abnormal returns, CAR (-5,125) . The estimation window runs from 110 days until 10 days prior to the deal announcement. The independent variable of interest is international diversification. International diversification is the entropy measure of diversification defined in Jaquemin and Berry (1979) and Palepu (1985) which equals the sum across all nations where the advisor operates of advisor country shares times the natural logarithm of one over advisor country shares (based on the number of deals during the last year). Appendix I provides the definition of the other independent variables. All regressions include dummies for year, industry and country (i.e., the ten most occurring target and acquirer countries). The number of observations used in the regressions is 1,253. *, **, *** represent statistical significance, based on Huber-White standard errors (reported in parentheses), at the 10%, 5%, and 1% levels, respectively. This table reports the estimated coefficients, the statistical significance levels and the standard errors. Models I, II, and III are ordinary least squares regressions. In Models IV and V, we control for the decision to hire an advisor by means of a Heckman (1979) procedure. The dependent variable is the three-day cumulative abnormal return on acquirers' stocks in percent around cross-border deal announcements, CAR (-1,1) . The estimation window runs from 110 days until 10 days prior to the deal announcement. The independent variable of interest is advisor nationality. Target-nation (acquirer-nation) nationality is the ratio of deals in which the bank advised deals in the target nation (acquirer nation) to the total number of deals advised by the bank over a period of two years prior to the cross-border deal announcement. We orthogonalize international diversification on target-nation and acquirer-nation focus and add the orthogonalized value to Model V. International diversification is the entropy measure of diversification defined in Jaquemin and Berry (1979) and Palepu (1985) , which equals the sum across all nations where the advisor operates of advisor country shares times the natural logarithm of one over advisor country shares (based on the number of deals during the last year). Appendix I provides the definition of the other independent variables. All regressions include dummies for year, industry and country (i.e., the ten top target and ten top acquirer country). The number of observations used in the regressions is 1,253. *, **, *** represent statistical significance, based on Huber-White standard errors (reported in parentheses), at the 10%, 5%, and 1% levels, respectively. 
Cumulative Abnormal Returns
CAR(-1,1) The percentage three-day Cumulative Abnormal Returns (CARs) of cross-border deal announcements. The estimation window runs from 110 days until 10 days prior to the deal announcement.
% DS CAR(-5,125)
The percentage half-year Cumulative Abnormal Returns (CARs) of cross-border deal announcements, cumulated over the period starting five days prior to the announcement until 125 days after the announcement. The estimation window runs from 110 days until 10 days prior to the deal announcement.
% DS
Advisor Characteristic
International Diversification The entropy measure of diversification defined in Jaquemin and Berry (1979) and Palepu (1985) which equals the sum across all nations where the advisor operates of advisor country shares times the natural logarithm of one over advisor country shares (based on the number of deals during the last year).
-SDC d(Global top 5) =1 if the advisor belongs to the global top five in terms of market share during the year prior to the cross-border M&A announcement.
-SDC
Target-nation focus
The ratio of the number of advised deals that take place in the target nation and the total number of advised deals during two years prior to the year of the cross-border M&A announcement.
% SDC Acquirer-nation focus
The ratio of the number of advised deals that take place in the acquirer nation and the total number of advised deals during two years prior to the year of the cross-border M&A announcement. 
0/1 SDC
Target Characteristics
Relative transaction size Ratio of the transaction value to the market value of the acquirer. We measure the market value of the acquirer at the beginning of the year of the acquisition announcement and equals the book value of the acquirer's assets minus its book value of equity plus its market value of equity.
- Natural logarithm of one plus the number of SIC codes of the target.
Acquirer Characteristics
ln(1+ Acquisition experience) Natural logarithm of one plus the number of deals in the ten years prior to the cross-border deal in which the acquirer and/or acquirer parent obtained at least 50% of the assets to own at least 95%.
-SDC d(Acquirer experience in target nation) = 1 if the acquirer and/or acquirer parent has acquisition experience in target nation in the ten years period prior to the cross-border acquisition, = 0 otherwise.
0/1 SDC % Cross-border acquisition experience
Percentage of cross-border deals in the ten years prior to the crossborder deal in which the acquirer and/or acquirer parent obtained at least 50% of the assets to own at least 95% (equals zero if there were no cross-border deals or no deals).
% SDC
Tobin's q Ratio of the market value of total assets to the book value of total assets. The market value of total assets equals book value of total assets plus market value of equity minus book value of equity.
-SDC Free cash flow to assets EBITDA scaled by the market value of total assets. The market value of total assets equals book value of total assets plus market value of equity minus book value of equity.
Target-Nation Characteristics
ln(Number of advisors) Natural logarithm of the number of advisors operating in the target nation. We calculate the number of advisors over two years prior to the year in which the cross-border acquisition announcement takes place.
-SDC Herfindahl advisors Sum of shares squared (in number of deals) of advisors operating in the target nation. We base advisors' market share on deals announced during the two years prior to the cross-border acquisition announcement.
-SDC Openness Ratio of target nation's import plus export to its GDP. % WDI Financial sophistication Financial market sophistication (1=lowest, 7=highest).
1-7 GCR Investor protection
Investor protection index of the nation (0=no protection, 10=full protection).
0-10 D Formalism
Aggregate measure of substantive and procedural intervention in lower-court proceedings for evicting a non-paying private residence tenant (0=lowest, 7=highest).
0-7 DLLS
ln(GDP per capita) Gross domestic product per capita of the nation.
$-PPP WDI
Acquirer-Nation Characteristics ln(Number of advisors) Natural logarithm of the number of advisors operating in the acquirer nation. We calculate the number of advisors over two years prior to the year in which the cross-border acquisition announcement takes place.
-SDC Herfindahl advisors Sum of shares squared (in number of deals) of advisors operating in the acquirer nation. We base advisors' market share on deals announced during the two years prior to the cross-border acquisition announcement.
-SDC Openness Ratio of acquirer nation's import plus export to its GDP. % WDI Financial sophistication Financial market sophistication (1=lowest, 7=highest). 1-7 GCR Investor protection Investor protection index of the nation (0=no protection, 10=full protection).
0-10 D Formalism
Aggregate measure of substantive and procedural intervention in lower-court proceedings for evicting a non-paying private residence tenant (0=lowest, 7=highest). 
0-7 DLLS
